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The present invention involves a computer system managing reinsurance 
contracts and related asset trust(s) (which depending on the situation, can be required by 
regulators over the term of the contract), calculating the fluctuating reserve requirements and 
the related reinsurance trust(s) contents requirements, and computing amounts of related 
5 funding financial instruments therefore. In general, uncertain events that can be measured 
using statistical or actuarial methodologies but are not certain in timing and/or amounts, and 
such events are uncontrolled by the parties, can produce financial results that may vary from 
expected results. These periodic recomputations can be carried out with a computer system 
recalculating the amount of reserves under the contract, the amounts required to be held in the 
10 asset trust(s) and, where used, the amount of new securities to be issued or retired from each 
risk traunche to keep the funding of the trust(s) at the appropriate levels. 

Reinsurance reserve requirements vary from period to period based upon 
emerging experience. As such, reserve trust(s) amount requirements also change based upon 
the experience. In addition, values of reinsurance reserves trusts are calculated using market 
15 - values of the assets in the trust(s) on the date of the financial statements currently filed. 

The transaction starts by finding an appropriate reinsurer, appropriate asset 
source(s) and an appropriate insurance company ceding party(ies). 

Once done, the business to be reinsured must be evaluated and priced, both 
economically and statutorily, using at least one computer-based pricing program; the expected 
20 reserve requirements can be calculated using computer analysis of inputted data; the value of 
the economic and excess statutory reserves can be calculated by computer program(s) to 
determine the value required or appropriate for the trust. 

While the trust(s) can be funded in various ways, one approach is for the 
reinsurer to issue securities (directly or by using a Special Purpose Vehicle) into the capital 
25 markets to raise the necessary funds to purchase assets for the trust. Since the asset 

requirements change each reporting period (usually quarterly), a computer system can be used 
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to calculate the amounts based upon the emerging experience of the business reinsured and 
the market value of the assets in the trust. When a Special Purpose Vehicle (SPV) is used to 
issue the securities, Tax and GAAP Accounting requirements can have the SPV issue multiple 
traunches of securities to appropriately manage "deemed ownership" considerations. Should 
multiple traunches of trust funding financial instruments be necessary, the relative proportions 
of each traunche can be calculated by computer using risk analysis software, and these 
calculations can be made at the end of each reporting period (usually every 90 days), with 
appropriate adjustment to the contents of the trust(s). 

Recently adopted GAAP Accounting requirements also facilitate the use of 
"Funding Agreements" (FA) or "Guaranteed Investment Contracts" (GIC) as the securities 
issued to the Capital Markets, rather than other types of debt instruments, particularly when a 
SPV is used in the transaction. When FA's or GIC's are used, the computer system can 
calculate the amounts of the reinsurer's reserves to be posted for these agreements. 

The Funding Agreement (including the above-mentioned Guaranteed Investment 
Contracts) approach can be earned out such that the funding for the reinsurance trust is devoid 
of a bond issue; the liability created by this approach differs from debt (e.g., a note) and can be 
viewed as a policy reserve which can involve additional calculations. 

The computer system(s) can also produce periodic reports (at least quarterly) on 
cun^ent reserve requirements, current trust values, current trust value requirements and 
reinsurance premiums and claims for the period. The computer system(s) can produce 
projections of the next period's needs so that the trust(s) funding adjustments can be timely 
made on or before the date of the next reporting period. 

In addition, the computer-based system(s) can be used to produce all contracts 
between the participating parties. 

For example, this approach can be used to manage the fluctuating reserve 
requirements under Guideline XXX for establishing statutory reserves for guaranteed level 



premium products (term and/or universal life), e.g., in the U.S. Life Insurance market. (In some 
jurisdictions, the reinsurer is only required to post economic reserves, which are less than US 
Statutory reserves.) When business is reinsured to a jurisdiction that only requires economic 
reserves to be posted, however, the reinsurer must post security for the full amount of the US 
5 Statutory reserves for the reinsured company to be able to receive credit for the reinsurance 
from the Statutory authorities. This security can be posted several ways, including the use of 
assets held in a trust(s). 

A Reinsurance Company can segment the insurance risks from the capital 
requirements and manage each risk component with the most efficient party. The insurance 

10 risks can be moved to a Reinsurer (s), Retrocessionnaire (s), a Retrocession Pool, or another 
insurance risk assumer. The capital requirements can be funded thru a Bank, Syndicate, 
Pension Plan, another Securities Lender, or an investor through the purchase of any portion of 
any traunche of trust funding financial instruments. As such the Life Insurance Company can 
receive the mortality risk protection as well as the collateral for the economic reserve and the 

15 • credit for the redundant reserves efficiently through the Reinsurance Company. 

The transaction can effectively be carried out with computer support, including 
communications and documentation. Insurance Company 2 pays reinsurance premiums to 
Reinsurance Company 4 in exchange for benefit claim payments, collateral for economic 
reserves and credit for redundant reserves. Reinsurance Company 4 in turn contracts with 

20 Insurance Risk Assumer (Reinsurer, Retrocessionnaire, Retrocession Pool) 10 to pay benefit 
claim premiums in exchange for benefit claim payments and collateral for economic reserves. 
Reinsurance Company 4 at the same time thru SPV (Special Purpose Vehicle) 12 sells trust 
funding financial instruments to Lender (Bank, Syndicate, Pension Plan, Investor) 6 and uses 
proceeds to purchase assets to place in Reinsurance Trust 8 in exchange for asset charges. 

25 SPV (Special Purpose Vehicle) 12 provides securities to Lender (Bank, Syndicate, Pension 
Plan, Investor) 6 and in turn receives funding. Reinsurance Company 4 provides oversight to 



Reinsurance Trust 8 and is enabled by the assets in the Reinsurance Trust 8 to provide the 
credit for redundant reserves to the Insurance Company 2, Oversight includes the period 
recalculation of all reserve, trust and trust funding financial instrument values as they change 
over time. 

Reinsurance Company 4 can work with Computer Systems 32 that could include 
an Administration System 28 to process the transactions, an Actuarial Pricing System 22 to 
generate premiums, benefits and reserves, a Risk Analysis System 24 to calculate risk charges 
and determine asset traunches and a Valuation System 26 to value assets, reserves and track 
experience versus expected. 

Financial Output Analysis 34 as well as Processed Model Documents 36, 
containing such data as reserve requirements, trust values, trust value requirements, 
reinsurance premiums, benefit claims premiums and benefit claims, are produced periodically 
or on some agreed-upon reporting basis, by Computer Systems 32 which maintains, all 
throughout the process and duration of the transaction, regular communications with other 
computer systems maintained by parties to the transaction. These computer systems include 
Insurance Company Computer System 42. Reinsurance Company Computer systems 44, 
Insurance Risk Assumer Computer Systems 46, Securities Lender Computer Systems 48. 
Reinsurance Trust Computer Systems 50, Advisors Computer Systems 52, Consultants 
Computer Systems 54 and Regulatory Bodies Computer Systems 56. 

The assets could be generated thru Funding Agreement 1 00 among parties SPV 
(Special Purpose Vehicle) 12 and at least one of Investor 104, Investor 106 and Investor 108. 
The Funding Agreement (including the above-mentioned Guaranteed Investment Contracts) 
approach can be carried out such that the funding for the reinsurance trust is devoid of a bond 
issue; the approach differs from debt (e.g., a note) and can be viewed as a policy reserve. 

To highlight, the use of a separate securities provider and the bifurcation of the 
financial and insurance risks, which can result in a party other than a reinsurer assuming the 



financial risk, can be used in connection with the funding agreement usage in connection with a 
reinsurance trust as detailed herein. However, the separating of financial and insurance risks 
can be viewed as independent from such usage, such that one need not be used in connection 
with the other. 
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